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GENERAL 


The Municipal Manager 

Abaquiusi Municipality 

PO Box 57 

Vryheid 

3100 

30 November 2007 Reference 21461REG06-07 


Dear Sir 

Report of the Auditor-General on the financial statements and performance information 
of Abaquiusi Municipality for the year ended 30 June 2007 


The above-mentioned report of the Auditor-General are submitted herewith in terms of section 
21(1) of the Public Audit Act, 2004 (Act No. 25 of 2004 read in conjunction with section 188 of 
the Constitution of the Republic of South Africa, 1996 (Act No. 108 of 1996) and section 121(3) 
of the Municipal Finance Management Act, 2003 (Act No. 56 of 2003)(MFMA) 


In terms of section 121(3) and 127(2) of the MFMA municipalities have to include the audit 
report in the municipality's annual report for tabling within seven months after the end of the 
financial year. 


Until tabled as required by section 127(2) the report is not a public document and should 
therefore be treated as confidential. 

As your municipality will be responsible for publishing the attached audit report as part of the 
annual report, you are required to do the following: 

• Submit the final printer’s proof of the annual report (which includes the audit report) to 
the relevant audit manager of the Auditor-General for verification of the audit-related 
references before it is printed or copied. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications. 

• The signature at the end of the hard copy of the audit report should be scanned in when 
preparing to print the report. The signature Auditor-General in the handwriting of the 
auditor authorised to sign the audit report, as well as the place and date of signing and 
the logo should also appear at the end of the report, as in the hard copy that is provided 
to you. The official logo and the authorised signature will be made available to you in 
electronic format. 


Auditor-General Republic of South Africa 
www.agsa.co.za 


Please notify the Provincial Auditor-General (Business Executive) well in advance of the date on 
which the audit report, or the annual report containing this audit report, will be tabled at the 
municipality. 

Your cooperation to ensure that all these requirements are met would be much appreciated. 


Kindly acknowledge receipt of this letter. 


Yours sincerely 


Signed 


Business Executive: KwaZulu-Natal 


Enquiries: Vanuja Maharaj 

Telephone: (033) 264 7444 

Fax: (033) 264 7596 

Email: vanujam@agsa.co.za 



REPORT OF THE AUDITOR-GENERAL TO THE MUNICIPAL COUNCIL AND THE 

KWAZULU-NATAL PROVINCIAL LEGISLATURE ON THE FINANCIAL STATEMENTS AND 

PERFORMANCE INFORMATION OF ABAQULUSI MUNICIPALITY FOR THE YEAR ENDED 

30 JUNE 2007 

1. AUDIT ASSIGNMENT 

1. I have audited the accompanying financial statements of the Abaquiusi Municipality which 
comprise the balance sheet as at 30 June 2007, income statement, and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory notes, and the accounting officer’s report, as set out on pages 1 to 19 

Responsibility of the accounting officer for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the basis of accounting determined by National 
Treasury, as set out in accounting policy note 1 to the financial statements and in the 
manner required by the Local Government: Municipal Finance Management Act, 2003 (Act 
No. 56 of 2003) (MFMA). This responsibility includes: 

■ designing, implementing and maintaining internal control relevant to the preparation and 
fair presentation of financial statements that are free from material misstatement, 
whether due to fraud or error 

■ selecting and applying appropriate accounting policies 

■ making accounting estimates that are reasonable in the circumstances. 

Responsibility of the Auditor-General 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 read 
with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and section 92 of 
the MFMA, my responsibility is to express an opinion on these financial statements based 
on my audit. 

4. I conducted my audit in accordance with the International Standards on Auditing. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. 

6. An audit also includes evaluating the: 



• appropriateness of accounting policies used 

• reasonableness of accounting estimates made by management 

• overall presentation of the financial statements. 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 

Basis of accounting 

8. The municipality’s policy is to prepare financial statements on the basis of accounting 
determined by the National Treasury as set out in accounting policy note 1. 

Basis for adverse opinion 

9. Opening balances 

Opening balances for the 2007 year did not agree to the closing balances of the 2006 signed 
annual financial statement. 

Opening balance errors were noted in the following major account balances: 

• Fixed Assets 

• Creditors 

• Receivables 

As a result of incorrect opening balances, the valuation of these balances could not be verified. 

10. Annual financial statement errors 

Numerous errors were noted on the annual financial statements. These included casting, cross 
casting, referencing and disclosure errors. 

The significant items are noted below: 

• By inspection of Appendix D, grant income to the value of R2 million was 
erroneously classified as income from tariff, service charges. 

• The bank balance appearing on the balance sheet did not agree to cash and cash 
equivalents note. Difference of R5.4 million. 

• Incomplete disclosure of leases. 

• Debit balances under creditors of R2.3 million were not transferred to debtors. 

11. Revenue 

The completeness, occurrence and accuracy of grant revenue could not be verified as a result 
of the following: 

• Grant balances as per third party confirmations was reflected as R36 million creating a 
difference of R5 million as grants in the financial statements were reflected at R31 
million. 

• A grant register recording cash received and expenditure incurred for the various grants 
for the 2007 financial year was not provided. 



12. Fixed assets 


The existence and completeness of fixed assets could not be verified as a result of: 

• The fixed asset register did not reconcile to the financial statements. The unreconciled 
difference of R54 million is due to an incomplete fixed asset register. 

• Additions could not be traced to the asset register. 


13. Cash and cash equivalents 

The valuation of the bank balance per the financial statements could not be verified due to an 

incomplete and inaccurate bank reconciliation. The following points are noted: 

• Outstanding deposits reflected as R3.2 million were found to be incorrect. 

• Appearing on the bank reconciliation were credits not on the general ledger of R5.8 
million and outstanding payments not on the general ledger of R3 million. These 
reconciling items should not appear on the bank reconciliation and no explanation could 
be provided for these amounts. 

14. Employee cost 

The valuation of leave accrual reflected as R3 million could not be verified as a result of 

incorrect leave balances. 

15. Payables 

The completeness and valuation of creditors could not be verified for the following reasons: 

• Creditors were not recorded in the correct period. Invoices to the value of Rl.l 

million were dated in the 2007 financial year but were recorded in the 2008 financial 
year. 

• Suspense accounts included under creditors were not cleared at year end and no 
supporting documentation was provided to support the following balances. 

- VAT suspense account R57 000 

- Creditors suspense R360 000 

• No evidence to support the balance of year end creditors’ totalling R27.4 million of the 
total value of R40.6 million could be provided for audit purposes. 

• Accounts which appeared under retention, deposit other and creditors other amounting 
to R6.2 million showed no movement from the prior year. 

16. Investments 

The valuation and completeness of investments could not be verified for the following reasons: 

a. An amount of R3.1 million was recovered from a debtor that had to be invested in 
terms of the agreement. This amount is reflected in investments but has not been 
invested at any institution. 

b. The investment register does not agree to the financial statements. A difference 
of R260 000 is noted 



c. Negative investments of R72 000 does not fall within the investment types as 
prescribed by the MFMA and the Municipal Investment Regulations (Government 
Gazette No. R. 308 of 1 April 2005). 

17. Receivables 

The valuation of receivables could not be verified as a difference of R16.5 million existed 
between the financial statements and the receivables age analysis. 

18. Inventory 

The valuation of inventory could not be verified: 

• There is no reconciliation between inventory per the financial statements and a detailed 
stock listing. 

• Errors were noted when comparing quantity per the year end stock count to the quantity 
of stock per detailed stock listing. 

• A write down or provision for obsolete and slow moving stock could not be determined, 
as obsolete/slow moving stock was not identified by management. 

19. Value added tax (VAT) 

There are six accounts totalling RIO million applicable to VAT. No reconciliation was provided 
between the VAT per the financial statements and the VAT 201’s. 

In addition three of the accounts, amounting to R3.5 million showed no movement from the prior 
year. 

20. Statutory funds 

Concomitant assets were not sufficient to cover statutory funds. There was a shortfall of R37 million. 

21. Adverse opinion 

In my opinion, because of the significance of the matters described in the Basis for adverse 
opinion paragraphs, the financial statements of Abaquiusi Municipality as at 30 June 2007 
and its financial performance and cash flows for the year then ended have not been 
prepared, in all material respects, in accordance with the basis of accounting as set out in 
note 1 to the financial statements and in the manner required by the MFMA. 

OTHER MATTERS 

22. Non-compliance with applicable legislation 
22.1 Municipal Finance Management Act 

The municipality has not developed and implemented a fraud prevention plan and risk 
management policy. The municipality has therefore not effectively managed its risks in 
accordance with section 62(l)(c)(i) of the MFMA. 



The municipality has not maintained a cash and investment policy. This is in contravention of 
section 13(2) of the MFMA and section 60(2) of the Municipal Systems Act. 

22.2 Audit committee 


A single audit committee has been established for the district municipality and the local 
municipalities within the district. The audit committee did not hold any meetings during the year 
and was therefore not effective in fulfilling its responsibilities in terms of section 166(2) of the 
MFMA. 

22.3 Basic Conditions of Employment Act, 1997 (Act No. 75 of 1997) 

It was noted that employees had worked excessive overtime which, in some instances, were 
above 30% of their basic income. This was in contravention of section 10 of the Basic 
Conditions of Employment Act, 1997. 


23. Material corrections made to the financial statements submitted for audit 

The financial statements, approved by the accounting officer as submitted for audit on 31 
August 2007 were amended as follows: 

• Expenditure per the Income statement did not reconcile to Appendix D (Analysis of 
Operating income and Expenditure). A difference of R540 000 is noted. 

• Contingent liabilities of R550 000 were not disclosed in the annual financial 
statements. 

• The fixed asset balance appearing as a comparative on the balance sheet did not 
agree to the fixed asset note. The difference of R3.8 million was corrected. 

• On the face of the balance sheet, accumulated surplus for the 2007 year is R8.6 
million and per the note the amount, is stated at R14.7 million. 

• The accumulated surplus note does not take into account the surplus for the current 
year of R1.7 million. 

• No related party transactions have been disclosed in the financial statements. 

• Chief financial officer’s remuneration has been incorrectly stated as 
R186 000. 

• Interest on investments of R3.1 million was not recorded, which results in an 
understatement of interest income and the investment balance. 


24. Internal control 

Section 62(l)(c)(i) of the MFMA states that the accounting officer must ensure that the 
municipality has and maintains effective, efficient and transparent systems of financial and risk 
management and internal control. The table below depicts the root causes of the matters 
indicated, as they relate to the five components of internal control. In some instances 
deficiencies exist in more than one internal control component. 



Reporting item 

Control 

environment 

Assessment 
of risks 

Control 

activities 

Information and 
communication 

Monitoring 

Basis for adverse opinion 

Opening balances 



✓ 


✓ 

Annual financial 
statement errors 



✓ 


✓ 

Revenue 






Fixed assets 



✓ 


✓ 

Cash and cash 
equivalents 



V 


V 

Employee cost 



V 


V 

Payables 



✓ 


✓ 

Investments 



✓ 


✓ 

Receivables 



✓ 


✓ 

Inventory 



✓ 


✓ 

Valued added tax 



✓ 


✓ 

Statutory Funds 





✓ 

Other matters 

Non-compliance 
with applicable 
laws and 
regulations 


✓ 



✓ 

Material 

corrections to the 

financial 

statements 







25. Unaudited supplementary schedules 

The supplementary information set out on pages 20 to 36 do not form part of the financial 
statements and is presented as additional information. I have not audited these schedules and, 
accordingly, I do not express an opinion on them. 

OTHER REPORTING RESPONSIBILITIES 

Reporting on performance information 

26. I was engaged to audit the performance information. 

Responsibility of the accounting officer for the performance information 

27. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality must include 
the annual performance report of the municipality prepared by the municipality in terms of 
section 46 of the Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000) 
(MSA). 





Responsibility of the Auditor-General 

28. I conducted my engagement in accordance with section 13 of the PAA read with General 
Notice 646 of 2007, issued in Government Gazette No. 29919 of 25 May 2007 and section 45 of 
the MSA. 

29. In terms of the foregoing my engagement included performing procedures of an audit 
nature to obtain sufficient appropriate evidence about the performance information and related 
systems, processes and procedures. The procedures selected depend on the auditor’s 
judgement. 

Audit findings (Performance Information) 

30. Non-compliance with regulatory requirements 

30.1 Performance Management System framework not approved by council 

A framework that describes and represents how the municipality's cycle and process of 
performance planning, monitoring, measurement, review, reporting and improvement will be 
conducted, organised and managed, including determining the roles of the different role- 
players, as required by regulation 7(1) of the Local Government: Municipal Planning and 
Performance Management Regulations, 2001, does not exist. 

30.2 Approval of Service Delivery Budget Implementation Plan (SDBIP) 

The SDBIP was not approved by the mayor within 28 days of approval of the budget as required 
by section 53 (l)(c) of the MFMA. 

30.3 No monitoring of performance information 

The requirements for monitoring, measurement and review as stipulated in regulation 13 of the 
Local Government: Municipal Planning and Performance Management Regulations, 2001, have 
not been complied with. 

30.4 Performance information not received 

The municipality did not submit the annual performance report as required by section 46 of the 
MSA. Consequently, the annual performance information, to be included in the annual report 
of the municipality, was not audited. 


30.5 No performance contracts 

Managers appointed in terms of section 57 of the MSA did not sign performance contracts in 
accordance with section 57 of the MSA. 

APPRECIATION 


31. The assistance rendered by the staff of Abaquiusi Municipality during the audit is sincerely 
appreciated. 



Pietermaritzburg 
30 November 2007 



AUDITOR-GENE 


R A L 


